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^HE  accompanying  audit  program  for  New  Jersey  Building 
and  Loan  Associations  operating  on  the  Serial  Plan  has 
been  compiled  for  members  of  the  New  Jersey  Society  of 

Certified  Public  Accountants  by  its  Committee  on  Building 

and  Loan  Accounts. 

The  lapse  of  four  years  since  the  first  edition  of  this  pro- 
gram and  the  insistent  demand  for  copies  of  the  first  printing, 
long  since  exhausted,  has  made  a  new  edition  desirable.  The 
financial  condition  of  many  New  Jersey  Building  and  Loan 
Associations  has  changed  materially  in  this  period;  important 
court  decisions  have  been  rendered;  new  legislation  has  been  en- 
acted, principally  as  a  result  of  the  recent  survey  made  by  the 
New  Jersey  Building  &  Loan  League.  These  require  more 
detailed  application  by  the  accountant  to  his  task  in  the  inter- 
ests of  complete  compliance  with  the  statutes  as  well  as  pro- 
tecting the  investing  pubHc. 

The  plan  is  to  furnish  the  practitioner  with  a  useful  and, 
it  is  hoped,  a  reliable  guide  for  the  field  that  it  seeks  to  cover. 
Being  essentially  a  program  and  not  a  treatise  on  the  subject,  its 
use  will  constitute  a  speciaUzation  of  general  audit  procedure 
and  not  a  limitation  of  it.  Accordingly,  knowledge  and  expe- 
rience in  auditing,  generally,  is  a  prerequisite  to  the  intelligent 
use  of  this  program. 

Careful  practitioners  will  often  find  it  necessary  to  modify 
or  ampUfy  the  program  and  will  study  the  special  problems 
of  each  audit  in  advance. 

The  Committee  gratefully  acknowledges  the  helpful  sug- 
gestions offered  by  members  of  the  Society,  and  of  the  assist- 
ance given  it  by  Theodore  Krohn,  Secretary  of  the  Society. 

Committee  on  Building  &  Loan  Accounts 

Morris  J.  Hoenig,  Chairman 
Charles  L.  Hughes,  Vice'Charnnsm 
William  F.  Ackerson 
George  M.  Reuck 
Joseph  G.  Dorfman 
Douglass  Besore 

Dated:  May  1,  1935. 
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STATE  OF  NEW  JERSEY 

Department  of  Banking  and  Insurance 


Bureau  of  Building  and  Loan  Associations 

State  House  Annex 

TRENTON 


May  13,  1935 

Mr.  Morris  J.  Hoenig,  C.  P,  A. 

Chairman.  Committee  on  Bldg.  &  Loan  Accounts 

31  Clinton  Street, 

Newark,  New  Jersey 

My  dear  Mr.  Hoenig: 

It  was  interesting  to  go  through  your  Audit  Program, 
because  ,t  was  quickly  evident  that  it  has  been  excellently 
prepared  The  completeness  of  this  program  indicates  that 
considerable  thought  and  effort  has  been  given  to  the  subject 
by  thoroughly  experienced  men. 

EflScient  application  of  the  principles  set  forth  can  only 
result  m  a  most  satisfactory  performance  of  required  duties 
by  representatives  of  Examining  Committees.  What  I  particu- 
larly like  IS  that  this  new  program  covers  various  operations 
much  more  specifically  than  the  old  one. 

I  am,  therefore,  glad  to  be  able  to  compHment  you  and  the 
other  members  of  your  Committee. 

Yours  sincerely, 


M:S 


(signed)  Ernest  A.  Minier 
Deputy  Commissioner 


GENERAL  INSTRUCTIONS 

The  Building  and  Loan  Act  of  the  State  of  New  Jersey  as  amended  to 
March  12th,  1935,  has  provided  in  Sections  7,  8,  9,  10,  11,  12,  13,  16,  17, 
18,  20,  26,  27,  28,  29,  49,  52,  53,  54,  55.  60,  61,  63,  64,  €7,  68,  69,  72, 
73  and  74,  for  the  accounting  and  management  of  associations.  These 
sections,  together  with  the  specific  and  general  "Orders"  or  instructions  of 
the  Department  of  Banking  and  Insur;»nce  should  be  reviewed,  studied  and 
observed  throughout  the  audit  engagement. 

The  mutuality  of  the  shareholders*  interests  in  Building  and  Loan  Asso- 
ciations are  safeguarded  and  regulated  by  the  Constitution  and  By-Laws  of 
the  Association,  the  controlling  provisions  of  which  are  prescribed  by  the 
Building  and  Loan  Act.  The  proceedings  of  the  shareholders*  and  directors* 
meetings  are  recorded  in  the  Minute  Book.  The  authority  for  all  transactions 
emanates  from  these  sources.  Constant  reference  thereto  should  be  had 
during  the  progress  of  the  audit. 

The  Department  of  Banking  and  Insurance  has,  of  recent  years,  pre- 
scribed certain  restrictions  in  the  operations  of  many  Associations,  varying 
in  severity,  dependent  upon  financial  conditions  of  the  respective  Associations. 
Such  restrictions  emphasize  that  no  advantages  be  permitted  to  those  share- 
holders and  borrowers  who  terminate,  by  whatever  means,  their  status  with 
the  Association  to  the  detriment  of  those  who  continue.  In  this  connection, 
the  responsibility  rests  upon  the  auditor  to  observe  that,  in  accordance  with 
the  provisions  of  the  Act  and  rules  and  regulations  of  the  Department  of 
Banking  and  Insurance,  proper  reserves  are  established  and  maintained  from 
profits  and,  if  necessary,  with  the  approval  of  the  Commissioner  of  Banking 
and  Insurance,  that  a  reduction  of  the  share  HabiUty  to  each  shareholder  be 
effected.  In  cases  where  the  liquidity  of  the  Association  is  involved,  it  is 
essential  for  the  auditor  to  determine  whether  the  current  assets,  especially, 
are  employed  with  full  regard  to  the  interests  of  shareholders  according  to 
their  status. 

The  auditor  should  be  alert  to  discover  any  omissions  of  transactions 
from  the  books;  to  ascertain  that  all  income  has  been  included;  to  observe 
that  all  disbursements  are  proper  and  have  been  authorized;  to  ascertain  that 
all  assets  of  the  Association  are  either  in  its  possession  or  supported  by  legal 
instruments  of  title  and  ownership,  and  to  estabHsh  that  all  Uabilities  are 
adequately  provided  for  in  the  accounts. 

The  audit  should  be  conducted  in  such  a  manner  as  to  enable  the 
auditor,  if  the  conditions  so  warrant,  to  make  the  representation  in  his  report 
that  according  to  the  books  of  account,  the  statements  of  Assets  and  Liabili- 
ties, and  Profit  and  Loss  as  prepared  and  submitted,  correctly  exhibit  respec- 
tively the  financial  condition  of  the  Association  and  the  results  of  its  trans- 
actions for  the  period. 

The  order  of  work  outlined  in  this  program  should  be  changed  to  meet 
the  auditor*s  particular  approach  to  the  engagement  and  the  convenience  of 
the  audit  statf,  and  of  the  officers  of  the  Association. 
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PROGRAM 


tM  E   M   O   R  A 


N   D  A 


(A) 


1. 
2. 

3. 
4. 

5. 
6. 

7. 


S. 


9. 


10. 


11. 


12. 


13. 


INSTALLMENT  SHAREHOLDERS'  LEDGER- 
ROLL  BOOK 

Verify  additions  of  all  columns  of  monthly  receipts, 

Prepare  recapitulation  of  monthly  receipts  and  check 
to  Cash  Book. 

Prove  dues  arrears  on  each  account  for  period. 

Prove  dues  paid  in  advance  on  each  account  for 
period. 

Prove  interest  arrears  on  each  account  for  period. 

Prove  interest  paid  in  advance  on  each  account  for 
period. 

Prepare  list  by  account  numbers  (or  check  existing 
list)  of  dues  arrears,  interest  arrears,  dues  ad- 
vances, interest  advances,  and  verify  totals  with 
General  Ledger  Account  Balances. 

Prove  monthly  interest  receipts  on  each  account  for 
period. 

Prepare  Schedule  of  shares  by  series,  showing  number 
of 

a.  Shares  at  beginning. 

b.  Shares  issued  in  new  series. 

c.  Shares  re-instated. 

d.  Shares  withdrawn. 

e.  Shares  matured. 

f.  Shares  lapsed. 

g.  Shares  end  of  year. 

On  above  Schedule  (9)  extend  amount  of  dues,  and 
prove  total  of  dues  with  balance  in  General  Ledger 
Account. 

Prepare  schedule  and  verify  by  direct  communica- 
tion amount  of  insurance  and  taxes  advanced  for 
borrowers. 

Check  all  journal  entries  posted  to  shareholders'  ac- 
counts. 

Examine  assignments  and  cancelled  certificates  for 
shares  transferred  during  year. 


^age  Si* 


Vage  Seven 


(B)    INSTALLMENT  SHAREHOLDERS'  LEDGER 
(PARTIALLY  PAID  ACCOUNTS) 

1.  Verify  total  of  balances  at  beginning  of  period. 

2.  Verify  balances  in  each  account  and  total  at  end 

of  period. 


3. 


4. 


Check  credits  in  each  account  entered  during  period 
to  cash  book,  roll  book  or  journal. 

Check  payments  made  during  the  period,  and  other 
charges  m  each  account  to  cash  book,  roll  book  or 
journal. 


5.     Verify  balances  at  end  of  period  by  direct 
cation. 
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Page  Nine 
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2. 


3. 

4. 

5. 

6. 

7. 
8. 


<C)   CASH  BOOK  AND  JOURNAL 

dSrib^^/     t''^''  ""T'  """^  ^°"«=hers  (scrutinize 

oSrsT  SLToS  ^'"'^  "'^^^'^  °^  -^--'^  by 

""Strfod"'  ^"^^'^^^  "  ''^^--^  -'I  end  of 

^::;d^rSL5r^,«^^^^^^^^  ^^-^  ^-^  «»«-. 
''S  irr  £?f  te'r'  -  ~  -cie 

c'w  ^^'^  ^'' u"  '^  ^'""  communication. 

rKo^r     mereagainst,   by  direct   communication' 
check  new  borrowed  money  to  determineTS 
25%  Jun.t  prescribed  by  Section  20  of  irict 
Venfy  additions  of  all  columns. 

1  repare  statement  of  Receiot^  cnA  rt;.u 

Verifv  r^fo       J  "-cceipts  and  Disbursements. 

lis  p^sir'™" ""  "*"  *""""  "■-.  ">«'•- 

limit.  <"■«"'"«  'f  eipense,  are  within  UgJ 

Analyze  all  Miscdl.„™„,  Column,. 
Ac.  a.  amended  M.Xu^w,        '°°  "  "'  *' 


9. 

10. 
11. 

12. 

13. 

14. 
15. 

16. 


17. 
18. 
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Ml 


2. 


3. 


(D)    INCOME  SHARES 

1.     Schedule  and  prove  outstanding  shares  «  ».  u 

and  amount.  ^  **  *°  number 

Schedule  all  shares  paid  off  during  the  vear  =,n-^ 
amme  and  acronnf  ^„_    n      ^  .T-     y^^*^'  and  ex- 
during  Kar  "'  '"  certificates  cancelled, 

''g'UrnT:/tiTentT^^^^^^^^^  ^  - 

a^wal  (chec.  PeH^tte-d^fJ^aslaS: 

""SSctTrte^'BS'f"'^  P^'f  ^^^  -^-  y-^ 
Paymentfdete  i'f  iT^eTft'T  ^."^^""T « 
limit  permitted  by  law  (£  SectonT«  1  1"^'° 
revised  March  12,  I935)  °^  ^*='  ** 


5. 


6. 


(E)    INSTALLMENT  SHARES 


1. 


2. 


5. 


4. 


5. 


Verify  amount  of  profits  n^\A  ^r.A        n 
oAerwise  retiml  during  ,"e""r      '"*''"™  « 


«5)/   EMORANDA 


Ptf^tf  Thirteen 


R 


2. 


3. 


4. 


5. 


6. 


7. 


8. 


I  I 


<F)   BOND  AND  MORTGAGE  LOANS 

1-     Prepare  Schedule  and  orovp  i-r.f^I    ^r  x>r 

(or  Mortgage  Loan  R?ll        f  ""^  Mortgage  Loans 
of  fiscal  jfear!  ^"'^  outstanding  at  end 

Examine  files  for  all  necessarv  ,....  j    , 

ments.    (If  anv  mnrtZ       ^  ^?^P  ^^^  ^^cu- 

vear-  e^c^rr.^     ui       ^^  consummated  during  the 

27  of  the  AcTrSdeTi^Xir/p?!  "^"'^^ 
Examine  amount  of  each  loan  to  dcte^l;  -f 

«rve,  if  any.  computation  of  real  estate  re- 

(G)   SHARE  LOANS 

paymenc  see  if  orniv,  -„1,'       i    °' P""^  n- 
■"de  on  the  note  °°  *''"«''  k"  1>«» 

Confirm  amount  of  loan  /'/^..  k  i 

i*«^r  Fourteen 


2. 


3. 


4. 


5. 


6. 


e^   EMORANDA 
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<H)    REAL  ESTATE  OWNED 


n 


i  il 


1. 


2. 


3. 


4. 

5. 
6. 


7. 


8. 


9. 


10. 
11. 


12. 


ar^rn^;.!    V^^"""'",  ^""'^  '»"*'""*  ^"d  "sh  book 
are  maintained  for  real  estate  operations,  the  deposits 
and  checks  disbursed  should  be  verified  and  the  bal- 
ance reconciled  and  confirmed  ) 
Prepare  Schedule  and  prove  total  of  Real  Estate 

Owned  at  begmnmg  of  period. 
Prepare  Schedule  of  Real  Estate  acquired  by  fore- 
closure, deed,  purchase  or  otherwise  for  the  period 
verifying  all  items  and  figures  entering  int?"ost' 

"J-     SclIllC* 

^Xrl?'^'''"V^  Real  Estate  disposed  of  by  sale  or 

.i7n    '  ''""^'''"^  "]'  "'""^  ^"'^  figures  entering 
mto  selling  price   profit  or  loss,  on  disposition,  re! 

haTbeen^t'  '"^™^  ''  ^"  '^^^^  ^^l"--- 
Prepare  Schedule  and  prove  total  of  Real  Estate 

a^r  1"  l"'^,^^  P'""'*  (^''^^^^^  whether  cost  o1 
association  building  is  within  legal  limit) . 

Examine  deed  and  certificate  of  counsel  as  to  title 
of  each  parcel  of  real  estate  owned. 

Examine  insurance  policies  for  each  property  owned. 
Observe  whether  association  is  properly  and  suf- 
ficiently protected  against  fire,  owners'  liabihty. 

Check  rent  income  from  rent  collector's  or  man- 
ager s  records  or  reports  to  cash  book  and  to  in- 
dividual property  accounts. 

Verify  accounts  of  rent  arrears  of  each  tenant  and 
prepare  schedule  of  same.  Verify  by  direct  com- 
munication amount  of  arrears  and  monthly  rental 

Verify  disbursements  on  real  estate  with  Wdcet 

R.,Tp  ^JV^^"  approved  by  the  Board  and/or 
Real  Estate  Committee.  Determine  if  each  expen- 
diture has  been  properly  charged  to  the  correct  in- 
dividual property  account. 

Examine  or  analyze  disbursements  to  determine  if 
unpaid  items  have  been  properly  accrued. 

Prepare  schedule  of  income  and  expenses  on  each 
property  owned,  giving  effect  to  accrual"  aS 
Jow.„g  appropriate  statistics,  as  to  percentages  ^f 
yield,  occupancy,  trends  of  operations,  etc. 

areTent  ^!'"t"'  ^^  "°','  '"'''^'  '''^  ^«^^«  records 
are  kept,  such  as  a  real  estate  ledger  containing 
details  as  to  cost,  income  and  expense.  ^ 
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Ptf^f  Seventem 


(I) 


TRUSTEES  ACCOUNTS 


1. 
2. 
3. 
4. 


5. 


6. 


Check  deposits  with  bank  statements. 

Vouch  disbursements  with  paid  checks  and  vouchers. 

Reconcile  bank  balances. 

that  was  prepared   f mm   ^u      a        .       Schedule 

Reconcile  balances  in  bant«!  w,Vk 

or  not  yet  paid  on  eachtSualTccZt  "?t'"! 
balances  m  detail  accoimrc    .""Y.^^count.    (Total 

ances  still  in  banLTi  JUtS  "^"'^  "'*  ^'^- 
not  yet  drawn.)  disbursed  or  trustees'  fees 

"l^STtoS.""^  ""'  ^'^-  communication  with  the 
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P'ge  Eighteen 


fsge  Nineteen 


(J)   MISCELLANEOUS 


2. 


3. 


4. 
5. 
6. 

7. 


8. 
9. 


10. 


11. 


12. 


1.     Prepare  Schedule  and  prove  totril  nf  )        a    ^ 

outstanding  af  ^r.A     11      ?       ^^  ^^pscd  shares 

lapsed  dtfngyeafveH^  ^''''   '^^^^   ^^^^ 

l,L„j     "i'ng  year,  veritymg  amount  creditprl  i-r. 

lapsed  share  account  with  shareholdler's  Scounr 
d«±  r'""''  P'"'^  °"  ^^P^'^''  shar  r;irdrawn 
t2^^i:^^::^ro^^^'''f  certlficatesl^d 
drawn  during  "h^  y^r  by  Lecf  ''""""'^  ^'''^- 

"rnr=t4:r£r^^^^^^^^^ 

first  ^S^:^^^ ^^-^^^  date  of 

cteS  Ti"^^^  ^"  ^'^^''""^  ^^«-  -  followed  in 
to^tlo'fatfo;'''"^""  ''^  "'^  ^"«^  --gaged 

Determine  whether  all  officers  and  directors  are  shar. 
holders  as  reauired  Kv  U^r        j  y"c*.xors  are  share- 

the  oath  ofXe  reau  S'hv  .'^  ''^'^  ^^'^  ^^'^^^ 
revised  March  $2,  1 93  5        '^  ^'"'°"  ^  ^^  ^ct  as 
Verify  calculation  of  profits. 

With   provisions   of  Section  Ts    nV  .k     f''''"" 
amended  March  12,  193 5  '^"'    "' 

'^a!'all'LT"Tu*'^  """^^^^^^  required  by  the  Act 
as  amended  and  by  orders  of  tU,'  n         ■   ■         ^^ 

Banking  &  InsurLce    a„d  dterml'T""  "^ 

(S:  8?  cSntin^:  "^  t^^^  ^«= 
Reserves,  U^ldiv^SeTStl  ^^^^^^  ^«- 
Read  the  minutes  of  all  directors'^  V\  u 
"meetings  held  during  the  year  „o^  ''?^'-^^«lders' 
verified  in  the  book!  rf  ^  '  ^"^^  '^^"^^  ^o  be 
tracing  into  bc^Ts  of  .c'or. '  T'^^  *u^"  ^>^ 

acts  of  the  officers  h^ve  been  ekhetruTh  '^'!,  ''" 
ratified.  eiiner  authorized  or 

^iiems'lr'"'^  •"""/'  ^"^  ^«  other  balance  sheet 
Items  not  mentioned  elsewhere  in  rU-  ^' 

wherever  possible  examin  nTevVence  of  r^"7i 
necessary  confirm  by  direct^^mmuS^^^^^^^^^^      '' 

^"ge  Twenty 


%M   EMORANDA 


i 


"Bage  Twenty-one 


(K)   GENERAL  LEDGER 

1.  Check  all  postings  and  verify  additions  of  aU  ac- 

counts. 

2.  Prepare  Trial  Balance  and  extend  working  sheet. 

3'     Prepare  Statement  of  Assets  and  Liabilities.  Profit 
and  Loss  Statement,  and  all  necessary  schedules. 

4.  Check  retained  copy  of  Association's  annual  report 

to  State  Department  with  the  Statements  prepared 
from  the  books. 

5.  Check  figures  contained  in  P"-^*^.^/^ P^V/^.' 

ciation  with  statements  prepared  from  the  booKs. 


ilM  emoranda 


li 


(L)   REPORT 

Preoare  a  report  which  sets  forth  the  scope,  extent  and 
^results  of  the  audit,  giving  full  and  explicit  com- 
ments deemed  necessary;  comment  on  the  invest- 
ments and  the  manner  of  conductmg  the  Associa- 
tion so  as  to  prevent  the  occurrence  or  recurrence 
of  any  improper  conduct  or  practice;  make  recom- 
mendations for  the  improvement  of  the  method  of 
keeping  the  books  and  of  procedure  and  mternal 
check. 
The  statements  should  be  set  up  in  the  accepted  f onn. 
setting  forth  the  figures  appeanng  on  the  books, 
together  with  the  corrected  figures  where  changes 
of  importance  have  been  made.  This  should  be  fol- 
lowed by  detailed  schedules  of  the  items  appearmg 
on  the  Balance  Sheet. 


r»tt  Twtnly-nm 


ttgt  Twenty-tbm 


mjm.MmM 


Additional  copies  of  this  publication  may  be  obtained  for  a  nominal  charge 
at  the  office  of  the  Secretary,  9  Clinton  Street,  Newark,  New  Jersey. 
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